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'Sne Ob.iectives in Agric uItToral Cost Accounting 



(Paper to be read, at tlie meeting of the 
American Farin E-jonomic Association, at 
Chicago, Illinois, December 25-30, 1922). 



By 

A 

Henry C, Taylor 



Your president askea me to address this meeting on the relative 
merits of the survey method and the. daily record method of gatl..ering 
cost, materials, I requested that instead of discussing the, relative 
merits, of any, of the systems of cost gathering, I be permitted to 
address you on "Bie Objectives in Agricultural Cost Accounting,'.' and 
by the term cost accounting I mean the assembling and interpreting 
of the items of cost ar^d returns in the broadest sense. 

I p.refer to give only, passing attention. on this occasion to 
the methods of as,semblirjg cost data desiring rather to give especial 
attention to tlie uses to which they may be put in solving important 
economic problems. If I were to enter upoii a discussion of methods, 
the time would be spent in discussing the relative merits of the differ- 
ent degrees of intensity represented by tiie detailed cost records on 
the one hand, where every move of labor and ei^uipment and all trans- 
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actions are recorded from day to day m co.:plete detc.il. and by the 
stirvey method on the other haixl vdaere the investigator visits the 
farm once and records tl.e principal activities and traa'.s actions of the 
year. Attention woula need to be given also to enterprise studies 
by the route method where spacific limited information is collected 
from day to da^^ or from month to month. If we had tin« to complete such 
a discussion we would probably conclude that, for a complete analysis 
of what happens on the farm the complete record is very important, for 
sec-uring enterprise costs the intermediate method is satisfactory and 
for securing a general picture of the relative results obtained by a 
large number of farmers operating by more or less a.ifx'erent methods, 
the survey is exceedingly valuable. One of the i.^jortc.nt differences be. 
tween the intensive and tlie extensive systems of securing cost data is 
that the intensive method is the more expensive and places greater limi- 
tation on the extent and timeliness of the investigd'tion. Another iraaor. 
tant phase of the two methods is t-ie extent to whidi estimates are used 
in each am the degree of accuracy in tlriese estimates. It miust be 
borne in mind, however, that any system o: acco-anting includes large 
numbers of estimates and that the degree of accuracy needed v^.-ill depend 
on the nature of the problem to: be solved. 

Vhen we turn from metiriods of collection oo methods of a.ialyziiig 
and interpretirig cost data, a vAiols ''series of difficult problems arises 
x^ich, in some measure, limit the value of data secured by any method. 

/ ^y 3 ^A 



One of the most difficult of these problems centers about the yuestion 
of joint costs, i.e. costs shared by two or more lines of production. 
These costs are very numerous in all types of farming, though less com- 
plicated in areas of specialized production than in the mixed f armi rg 
of the corn belt. In addition to the problems of allocation of joint 
costs, there are such questions as the rates of charge for home grovm. 
feeds used by livestock, and the ratss for the labor and power used on 
the different undertakings. 

Consideration of all the problems involved in the collection 
and analysis of cost data would lead to the conclusion that each of 
the metnodd has merit and that the method to be used for a particular* 
problem snould be ^elected accordir^ to the purposes in view. The 
first step, therefore, in clarifying the problems of agricultural 
accountirg io a dtatei..ent of the objectives for v^hicli we are strivir^. 

Probably the i,iost important purpose of agricultural account- 
ing is to furnion the basio of malting a choice between two or more lines 
of production. One of the first choices a farmer has to make is the 
choice of crops. Shall the southern farmer put this fieli into 
cotton or corn? Shall the northern farmer put that field into oats or 
barl-:.7? Shall he produce clover or alfalfa for hay? These are decisions 
the farmer must make. With or without cost data a decision \vill be made 
and action proceed from year to year, but accurate cost data properly 
interpreted should greatly increase the accuracy of the judgaant of the 
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\l ■■■ ^■•' ' V- 'Hr,il''«s an obiective, what kind of 
farmer. Keeping choice of crops m umd ^s .jn ooj 

cost data is required? 

r.-i-.'r^xf^ T-Ptiirn to the farmer, decides 
Relative profitableness, or relative roturn ^<j » 

the choice of crops. If profits' are to be measwed in terras of the re- 
turns to the factors of production it becomes obvious that to be of most 
value for the 'purpose of making selection,, this measure should be made in 
terms of returns per unit of that factor of 'production which makes the 
principal deraand for managerial activity. It may so happen that for cer- 
tain crops with similar labor d^^ands the return to land provides the sim- 
plest basis of ccnparison, whereas between other coupetin-;; crops it may- 
better be measured in terms of man hours. When comparing two crops that 
demand widely different amounts of labor, as tobacco and com, where 
tobacco made a $U^.50 return per acre, compared with a return of $lo,50 
an acre for corn, but where corn' gave a return of 75 cents per man hoxir, 
and tobacco only hi cents per man hour, as shown in Table 1, the measure 
of relative profitableness might better be made upon the basis of return 
to man labor rather than return per acre, for a man can operate several 
times as many acres of corn as of tobacco because of the larger labor 
requirement per acre of the tobacco. 

The problem presents a different aspect in'mtking choice between 
non-competing crops. TOien we have before us information which 'shov^rs that 
corn oh -a particular f^^rca, after payin~ 'all other expenses, returned 75 
cents an hour for the huraan labor put upon it, whereas oats returned 
only 27 cents an hour for its labor; are we to conclude that the Cats 
should be discontinued and the l,3nd put into corn? It is only when we 
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know the relation ox oats c^na .corn to each other in tbe system of farming 

that \;8 Cell aiisvifer .this iquestion, If v>/e shoula find tha.t the larger the 

corn crop and the smaller the oat crop tlie' greater the total farm proi'its, 

-J I .■ 

it would-be a simple rnatter to conclude that ti.e acreage of oats should 
be reciuced or tne crop, possibly omitted entirely x'rom the rotation, Sut 
if vv-ef ind ■ thcit the. oat c.rop can be grown and harvested without interfer- 
ing with labor-and-ma.chinery demanas iriide by ttie corn crop nor in any 
other manner aecreas.mg the size of the corn crop >vhich can be handled, 
and if it becomes eviaent that the corn crop is benefited by a system of 
rotation in which ttie oat crop, or some similar crop, is vin important 
factor, we may deciae ttiat oats should be retained on the farm« Tliis be- 
comes clear '.vhen one bears in mind chat the farmer tries to mai'.e up a 
labor program in ;\fcich he v/iil be doing at eadi season of the year the. 
thing \,±iiGh adds most to his total net profits. An enterprise v.hich n&ites 
a.3:i:ands upon labor and equipment at one season of the year may yield ci 
very hign- prof it,, ^^tlile one whidi requires attention at another ziu.3 of 
year may yield but small returns, and yet j.dd more to the total net profit 
of the farm than wo\ild any enterprise v\iiidi could be tairLen on in its plc.ce. 

TABLE I . Returns per acre and per hour of man l^oor from oats^ 

corn and tobacco, V/isconsin farm, l^lbi 



Oats 
Corn 
Tobacco 



Ret^irn per 


Return per hour of 


acre 


man laoor 


$ 6. go 


$ .27 


I0.5O 


»75 


45.50 


M 



Vln oU.er words, U.e famer ne.i. 'to n.ve ctn.r dat. oesides the 
total 'co.tsaiTd returns f or' tiie v.^rious product, before ae ca^ make the 
proper selection of enterprises. Nature, for instance, determines to a 
l^^rge extent -what c.^ of cannot' be done on the farm -it ..ny giv^n tira-3 
of year "and this fact" tends to bring about considerable variation in the 
demand for labor at different seasons of the year. As they are now con- 
ducted, none of the connon live stock or crop enterprises supply a uni- 
form deriiand for labor even though they may be the chief source of income 
on the farzn^ The result is tiiat it is usually found to be profitable in 
most sections to add 'to the organization, enterprises that will furnish 
emtioyment during the slack periods-. These supplementary enterprises are 
used to salvage time thj.t would otherwise bo -vasted jnd from the st^indpoirit 
of farm organization alone r.ust be considered profitable even though they 
may hot give as large a return as the cnief lines of production. In prac- 
tical a.ccounting it h^s not been the practice to reflect this supplementary 
and competitive relcttionohij. of enterprises in the costs, and for this 
reason the cost figures secureci are sorntimes too higii and sometimes too 
low when comparr;d with the figure vihich is demanded by fani.ero m deciding 
whether or not to grow =1 given_, crop ;;, For a' coijiplete' analysi 5 of the 
problem other data th.ai thc)se:u3a..lly included in costs and returns are 
necessary as, for instance, the se:.3onal li stribution of the labor deff.and, 
soil ch^rncter, relation of permanent pasture to crop land, etc. and the 
collection 'of these phjrsical facts 'becomes therefore an essentia p:jrt of 
farm cost accounting. 



Turning our attention to the question of labor distribution, 
let us corupare corn and oats. Table I skiows the labor asiuand of these 
two crops for a southern Wisconsin uairy farm on vifcich corn was one of 
the most important crops. The accounts for this year showed that corn 
raturned $13.50 per acre as against $6,90 per ^are for oats, and v^^ere we 
to rest our judgment entirely on the per acre returns as shovifn by the 
accounts, we would be forced to the decision that oats ought to be dis- 
continued, but a glance attne chart tells us that the cat crop at no 
time interfered with corn production in its labor demand. The wrorli on 
oats vvTas performed in early spring and mid-summer when corn does not 
demand the farmer's attention. The only question is whether some other 
crop whicii is likewise supplementary to corn will pay better than the oats, 

Vftien the demands for labor and for equipnJent are made by compet- 
ing crops, the problem does not present so many complications. Here the 
question can be hanlled by ascertaining the difference in the returns and 
differences in the items of costs which are not common to botii, T.o the 
extent that the costs are common they can be cancelled in determining 
•the relative profitableness of competing crops, and if so, why need they 
be given ftirther consideration when choice of crops is the objective? 
This may sound like heresy, but note that I am speaking now only with re- 
gard to this particular use of cost accounts, namely, the making of dioice 
between coirrpetiiig enterprises where some of the factors of production are 
common tc both. 

Let us consider coixLitions as they actually existed upon a 
Minnesota farm in the cropping season of 192I and let us assume that we 
have the choice which this farmer had in the spring, that is, the choice 
of seeding a 30 acre field to barley or to oats. The farmer has found 
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by tLe use of co.t recordR...and per.onai oosarvation tn.t th.re .re many 
operations ^na costs whicli are coanflon to ooth crops. 

The same land wiil beused\vhether seeded to ^oats or b=.rley. 
Fnile ti.er. issome choice as to methods to be' used' in preparing the 
ground for the 'seed ted let us 'say that this farmer decides to disc for 
either crop^' tnen, as shorn, in T.Dle 11, "the laoor and machinery required 
in discing,' harrowiiV and" seeding vvi 11 be identical for either crop. So as 
nearly as cii' be' foretold, the oper.aion of cutting the crop, .^ill be the 
same' in the demands for man labor, horse' l:.bor, and ouuipment, and the time 
required to shock the crops ^wiU 03 r-ractically the s.ame , The general item 
of overhead and miscellaneouo costs will be identical for 3O acres of 
either crop. 

The items of seed, twine, and thrashing will not cancel as the 
others nave done. The sua. of these t.iree items will afficunt to about $c:5 
more if tne 3O chores are seeded to o=tt3 tn-an if seeded to oarley. 

Turning to the products ti^at will oom-3 from either line of pro- 
duction, the strxrf from eitner will m thi:i case te of ejaal value on 
the farm. The fd,rmer Jinowmg this field .:xryx ..vnat it has normally produced 
believes he can reo-sonibly expect a. yi^ld of U5 cushels of its or 25 
bushels of barley, ^nd to tne oest of ins ability he estim-.tes that the 
price =it tne machine in the fill will ipproxiui_itc 40 cents for oats and oO 
cents for barley. With these estimates in mind, the farmer will conclude 
that the 30 acres of cato will return .tbout $65 more than 30' acres of 
barley. 
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I^TH OD OF SELECTION BET^^EEN COMPETING CROPS 



■' 1 . 



LMP_CHi^.GES 

pISCINq " Man hour s 
Horse " 

£mR05,'nTG Man Ho-urs 
Hor se " 



s eed'ieg 

SEED 
CUTTING 

T WIIIE' 
SEOCZING 



Man hours 
Horse " 



OATS- 



30 operas 

30' 
90 

19,.. 
62 • 

20 ' 

:60 ■. . . 



BIBLEY' 



30 acres 

30 
90 . 

IS 

62 

20 
...bO '■ ■ 



Busnels . .,-;^';, 'i^v.oP^.^^I Af .-J ;. 55. '@$ i'GO 



Man hours 
Horse bourse 

Po-Lmds 

'Ivian hom-s 



22 ; ', . -; 

6^ 
iou (S$ .'iii 

40 



TIIRASHII-G Man hours 

Hourse hours 

THR.iSHING (Cash cost) 

O VERHEAD jiKD MISC ELLiuIEOUS 
COSTS 



176) 

23 >^) .$ 59-90 



,$49, .3!+. 



^i^ 'i^"- 



•■ 22 • 

70' ®$ .Ik 

' kO 
196) $4.;i.40,i.- 



$ 7.40 



7. 40 



A MOIMTS NOT 
C AIICELI^ 

None 

None 

None 

None 
$ U.60 

None 
$ 4,76 
None 

$10.60 
$ 5.26 

None 



Total additional cost of oats over barley 



$540.00 750 bu- ;;>450.00 



VALUE OF P RODUCT 

Gr-.in I35O bu." 
■Houjhaf-.;e 3O tons $150.00 30 tons$150.00 
Differ ance iii favor of oaty 



$25.22 

$90.00 

Hone 
$64, 7S 
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J i-' ^ ^v,oni-ivp of the accountant 
In the sttid/ of crop sel^dd^on ti.o o.jecti/e oi 

is tb.a securing- of basic inf orr^tion, such as the number of fr.en and horses 
required and the amount of eduipn.ent neoded for a given acrcaso uhich will 
give the basis for calculating the relative profitableness of ai/ierent 
enterprises from tirne to time as changes in the prices paia for the instru- 
ments of production and for the products of production suggest the desira- 
bility of such action. It is obvious, therefore, that if our cost data are 
to be of direct use in this connection, they must be assembled as standards 
typical of different farms and different conditions, rath3r than simply as 
averages from ntimbers of farms operated in different areas. 

The crops having been chosen, another purpose of agricultural ac- 
counting is to f-urnish a basis for making choice betivesn two or more methods 
of carrying out a given line of production. Fox example, having decided 
what crops to produce, the farmer's next problem is that of the degree of 
intensity with viiiich these crops should be cultivated, Ihe corn-grower 
must decide whether to undertake _the production of 50 apras of corn per man 
ar)d team, or to limit the area to, ko or to 30 a,cres, with the expectation 
that the larger yield per acre to be secured by tiie more, intensive culture 
will increase the total profits from the crop. Or the problem of the 
cotton farmer may be that of deciding the most profitable r^ite of applica- 
tion ox fertilizer. The question is not the rate of aa:)lioation which will 
give tiie largest yield, but the application whica -will refarn the greatest 
net profit, A recent cost study of cotton farms in Aiaba^w. shows, as in- 
dicated in Taole III, that an increase m the rate of fertilizer application 
was accompanied by an increase in the yield per acre. 



Table in. 
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Increa^ini:; profit, o pc'r -xcre froui incr';c3.o .tig-, u^^ of 
i';rtiXi2er 



Fertilizer: 


Application; 


Average 
application 
of ferfiXizer 


Lmd 
Value 
per acre 


Yield 
per acre 
of Imt 


: M:tn 

hour s 
pjr 'icre 


; Muls 
! hours 
rper acre 


:Profit 
• psr 
acre 


Group . 1 


\2'jQ pounds 
.and under 


Ic^QS poura,i 


$gj, 


:c:i6 lbs. 


105 


^g 


$14 


Group 'cL 


•400 to ci^l 
J povinds 


3^1 pounds 


td 


'd'oZ lbs.: 


12s 


60 \ 


20 


Group 3 


: Over 
:400 pounds 


'57=2 pound^^ 


11 


306 lbs.' 


133 \ 


57 : 


25 



Note: r -tes 



M.\r. libor, lU ^ent j per iiour ; muls 1 vbor 10 c^nts per hour; 
fertilizer ;?30 per to ■;; ?eed, 5O cents rer bushel; 
ginning ^'4 per u:!-'} use of l-a:d, I'jo of value; ml i-li 
otner cobts, %'l •I'j p-ir acre. 
Price Ox lint, <:.■- cents pc^r pounij sead, $25 per toii. 



A bal:j.ncing of receipts and j^vptjiised m the proiucticri of cottcn , 
for each groupo -^^i.Q\rc, tuat: Group 1 .'/ith a lo^v application i'i.;;dti a profit of $1-+ 
per acr J, .wiiie Group d with j. uiediu^u ._ipj:iication .i-ide a profit of i-O per acre, 
and Group 3 with =1 mgh application of fertili^^Br .j^ide ^ profit of $.^3 P'^r acre. 

It it. evident that under existing conditxcns tne liber tl use of 
fertilizer returned a consideraol.y gre ..ter prcfit per ncre th.ui did the use of 
a iuediuiij or low application. Vfaether or not tnis larger profit per acre jvili ne 
attractive to tne f firmer depends upon whether or not he will oe ooligcd to reduce 
hi^ acreagt of cotton in order to secure 1 loor to picr. the l.Lrr;er yiaid per acre. 



. 12 - 

To the accountant this represents a rel.,.tively si^^le problem. 
be^.^se aside fror.' cost of fertiliser and the cost of ^picking; and ginning, 
the elements of cost, o-^re the Sc;ne, .. : •• , 

In the case of the different degrees of inltaiisi^ty^ c^, cioltivating 
corn, I have not been able to t^orn my hand to available, data.' But were an 
experiment conducted in wnich a man> team and eciuipment were used contin- 
uously on the 30 acres, the kO acres, or the 5O. ^cres, the only variables 
which the accountant would need to watch would be rent, ■• seed cost, and the 
value of the product, in' order to determine the relative profitableness of 
these various degrees of"" intensity. 

Neither of these examples illustrates the entire probleru the 
farmer faces v/hen deciding the acreage to be planted and the intensity witl] 
which it is to be cultivated. The accountant must recognize that the 
proportions in vvhich labor and capital must be applied to the land to secui 
the t^reatest profit necessarily vary with changes in the relative costs of 
the factors of production and the price of the product. With the full prol 
Ian in view he should assemble such facts with regard to rent, wages, equij 
liBnt, and materi-l as will enable the farmer to draw the ri.-^ht conclusions 
on the subj ect at any and all times. 

In the choice of equipment many important questions are being 
raised. In the last decade' tlie introduction of the tractor h.is set the 
farmer thinking in terms of the relative desirability of perforating differ- 
ent ism operations with a tractor, with horses, or with both. 
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Ho has lound that he needs to give attention not only to relative costs 
but to relative retiorns if he is to decide intelligently. Here is a 
case where the elements of cost are so entirely different that it seems 
necessary to get rather full information. 

For instance, suppose that an Illinois farmer vifith 200 acres of 
crops is desirous of knowing whether or not to buy a tractor, Th3 annual 
cost of using a two-plow tractor arid of i^eeping ahorse, on such j. farm 
vwuld oe approximately as shown in Taole IV» 

TABLE IV . Cost of using a Tractor. 



Annual depreciation $ 80 

Fuel 75 

Repairs 30 

Interest 20 

Oil 15 

Other costs 10_ 

Total $230 



Cost of keeping a Horse 

Feed $ 65 

Depreciation 10 

Interest 7 

Stabl ing 7 

Harness costs 2 

Shoeing 2 

Other costs 2_ 

Total $ 55 



The introduction of the tractor would allow for a reduction of at least 
two hsctd of workstock and a corresponding reduction of $190 in the year- 
ly horse expense, leaving a net increase of $1+0 in the yearly cost of 
power. 
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, Against this $4o increase'^ tnere .re items *ich .re not .iw^s 
easy to evaluate but ^which raust teucons.der.d before a proper conclusion 
can oe Oram, M;.ta.rials coUectpcl tixas^far are parij-uuiar ly l^^cking 
in information whicn will give us a measure of value to apply to those 

inta^giole items. 

Tue tractor m^y m^Le possible a reduction in e.:p..nse for hired 
helg, and if so, pr.pper cr.e.dit should accrue to tne mct^-hine. 

A tractor is satisfactory^f or a. large aiiiount of belt work and may 
save the cost of purchasing a stdtionary engine. 

If custom work is done with the tractor, th3 revenue therefrom 
should be properly credited. , . ■ . 

An increased crop yield may result, from work done at the proper 
time or from v/orl: of a better quality, while on the other hand, the use 
of the tractor on soils which pack easily may reduce yields. 

■?rnat v=ilue are we to attach to these and all the ether benefits 
and drawbacks connected with these two forms of pov/er? 

Cos.t aocoantix'g can .assist .njateriaxly in .givii:g .the final ^.i^tuswer 
to the problem. As cost studies .continue in the field of .farm t.ovrerj- 
careful measure must be made of ,t.he limit:. tions of both the tractor and the 
horse, of the'.timeliness and q^ixlity of work.'performea by each and of 
other elements connected mtn f.,m power wh..ch ..re r^^flectea in the fam 
income. These are factors wuicn .mist be ^iv^n dae consiaer..tion in an 
interpret.,tion of farm power figures. So long as th3se factors .re not 
evaluated jid entered into tne account, it is neces..iry for the farmer tc 
.n.ake estimates of their significance before drawing conclusions fran the 
account-ruit' s figure. 
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Having decided upon the crops to grow, the eq.uipiient to use, and 
the degree of intensity of culture, the problem of the most profitable method 
of disposing of these crops must next be solved. While some of the crops 
are definitely produced as feed crops and others as cash cropsi there are 
many which may be fed or sold at the discretion of the farmer. 

The answer to the question, "Shall I feed or sell my corn?" can 
not be ma4e simply on the basis of the difference in the aaoijnt of cash re- 
oeived. A particular farming system is often contigent upon the amount of 
family l=^bor at hand and the quantity of accessible capital. With the knavl- 
edge that local conditions are favorable to the production of certain crops 
the question arises as to whether the farming system shall include live stock 
enterprises. If live stock are included in the farming system, the question 
f available capital, the supply of labor., as well as costs and receipts, 
must be carr.ully anailyzed as a basis for rational decision. In fact, 
the study of the \vhole question of crop and live stock selection can not 
begin and end \vith a consideration -lone of expenses and income for the 
year from each line of production, but careful consideration must be given 
to the character of the expenses, and to the supply as well as the varying 
denxmds made by farm enterprises upon the different factors of production 
at each season in the year. 

When the farmer comes to marketing his produce, he may have several 
choices. He may sell to a local independent buyer, ship directly to the 
centr.J. market on his own account, or enter a cooperative association organ- 
ized for the purpose of marketing the ccmiriodity which he has for sale. Here 
costs as well as ross receipts must be taJcen into account because here, as 
in other cases, the net receipt is of primary conseq/uence to the farmer. 
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The operations involved in the marketing of grain or live stock at central 
markets are very x.mch the sai.ie, whether the farmer chooses to market 
his product as tm individual through a coiffiiissLon merchant, or vi^iether he 
joins with his neighbors in a local cooperative association. 

But when the local- cooperative association is a member of a fed- 
eration which undertakes the functions of the middleman at the terminal market, 
it is a matter of considerable consequence to the farmer -manber of the local 
association, and to the public at large, to know whether or not these functions 
are performed more cheaply and as well, or better, by assotiiated effort* :| 

- These federations^ or cooperative selling agencies usually exact the same rates 
of coffir^iission as competitive organizations, but give a refund or a patronage 
divided at the* end of the year, dividing their profits upon a prorata basis, 
•according to the volume of business transacted throu,^h theia by the con- 
stituent members. '• 

The terminal charges, commission, yardage, feed, etc., vAiich were 
assessed against the- hog shipaierit s- o-f six associations in Nebraslca by a co~ 
operative selling agency, together with the refund or dividend are shown in 
Table V. i •" ' i.--' 

Table V 

Total Shipment of Hogs Terminal charges at Hate per 

2,929.330 pounds Usual Rate-^ Thousand Pounds 

$U, 59^.30- $1.57 

Refunds on the above shipments by'the Cooperative 
C onxii s s i on C oirp ;iiny 

• $1,3^5^90 .1+6 
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It .w be noted from the ex.v,ple that while the refund secured 
through th:. cooperative agency a^ncunt s to nearly W/o of the total teminal 
cn..rges, it ^.ount. to les. than ^j, per handred.veight on the total stock 
marketed, and s.-.oald tne price secured -^-^ the cooperative organization 
-^er..te % .^ss per hundred^ei^.^t th:ai mignt n^ve oeen secured Xfj a com- 
petitive; .gency, this aH-rent Saving vvould be .viped out entirely. 

In cond.a.ring t..« merits of cooperative .s.^lling agencies, the 
quality of ti.e.r service., .nd the ^uanty of services rendered q-^ competitive 
agencies i^ust oe aeterminea, Tne account mt's problen is to collect and 
analyse t.i- r^coras of a l.,r.H.. nui:aber of cooperative associations =.nd in- 
aupena.:-nt operdors, .vitxi a view to determining the most efficient 
metnoid cl Q..ri.8t.rg, vnen fcoti- the -,u_lity of the service and its cost are 
t:it:„n into ccnsi leraiion. 

■• hile the prim;,ry purpose of cost accounting is the assembling of 
taCts ana aTiaiyzing th^u ivita a view to giving the manager a more intelligent 
basis for passing juigmsnt 'vherever a choice is open between two lines of 
action, cost -ccounting data have other important uses. 

The/ give the basis for mailing comparisons between the returns z ■■'"jr 
secured in the different lines of agricultural production in the various 
port. -3 of ti.e Unitel States, Such information is important to the educational 
foroos ^/HiCh aave for their purposes givi.ig general direction to trends in 
agriculturcti development. This oauiu u^aterial also gives the b=tsi3 for 
^-.L.xi.j comprisons cet.veen returns in agriculture and other industries, 
£jr tnese purposes tn^; results of our accounti.Tg must be generalized and 
supplemented so a.s to snow costs and profits m the various lines of produc- 
tion ana the trends cf costs and profits from year to year- 



Furthernore, just to the extent that it is thought desirable' for 
the Goverment to influence prices by tariff legislation or other means, 
cost accounting data forn a considerable part of the basis for intelligent 
action. The , authority now vested in the President and the Tariff Com- 
ni?3ion makes necessary the giving of much attention to gathering &nd 
analyzing agricultural- costs. It is true .also that farmers who associate 
themselves together for the purpose of collective barga.iningt.re likely to 
go very badly wrong if they are not guided by such facts as proper cost 
accounting will povide. liot only is there danger that they may tmporarily 
and in specific cases unduly enhance price.s, i.vhich vvrill bring then under 
the action of the Capper-Vol stead Act, but they may also over-stimulate pro- 
duction and in the long run depress pricct. below the proper point in spite oi 
any power of collective bargaining the association may have. 

It has long been held by economists that where there is no inter- 
ference with the action of comjpetitive forces, prices tend to approximate 
marginal costs. If this general truth is kept in mind in our definition and 
interpretation of the elements of cost and cost rates, we may be able to use 
our results in determining -vhether the price is being unduly eiihanced by con- 
certed action. But accounting fi,gures may be misleading and of little 
value for this purpose^ Unless particular attention is given to the, proper 
determination of charges for the use of Icjid, unp;dd labor cind other non- 
cash items, and to the costs incurred by new producers who have entered the 
field on account of rising prices. 

The acreage of m.ost farm crops and num^ber of live stock can be . 
.expanded or contracted more or less at will and most of tnese can be expanded 
rapidly if the price becomes sufficiently attractive. As crop area is ex- 
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paided to take in those -ores 'vnich normally would not be put into the 
crop and as the intensity of cult-jxe changes in an endeavor to increase tho 
volurae of production, a prico vidch will meat the costs of the inaxrMsX 
group will constantly reiiuire revision upwards. 

I h.:ve atte;jpted to enumerate some of the najor objectives in 
agricultural cost accountin,^ and to point out the wide ran^e of usefulness 
of cost dat^. Such data can be made to throw uuch lizht on most of the 
problems with which the agricultural econoziist has to deal. It is evident 
wh-t no one i^ethod of asssmblin- and analyzing cost data will suffice for 
the eany and varied purposes for which they ere to be usedi The account- 
ing procedure must depeni upon the objective — the question to which we 
are seekin:; an .-n3.;er. ^.nd if the results are to be of assistance in 
-ns.verinj, the questions which -.vill confront us in the future, they nust be 
expressed in terns which adnit of modification from tLTie to tiire to conforrr. 
to chan-es"in cost rates nd pricas of products. 



